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Key Economic Indicators 
(in millions of U.S. dollars unless otherwise noted) 


Domestic Economy 1986 
Population (millions) 6.97 


Population growth rate (%) 3<5 
GDP(1) 2610 1774 
Real GDP growth rate (%) is 0.7 
GDP per capita 387 255 
Real GDP per capita 

(kwacha - 1977 prices) 303.3 295.0 
Government deficit (% of GDP) 23 30 
Consumer price index (1975=100) 

High income group 447 707 

Low income group 513 778 


Production and Employment 
Labor force (thousands) (2) 362 361 


Industrial production (3) 103 102 


Balance of Payments 
Exports (f.0.b) 811 


of which copper 741 
Imports (c.i.f) 749 
Trade Balance 62 
Current Account Balance -398 
Foreign Debt 4421 
Debt-Service Ratio (4) 83 
Foreign Exchange Reserves 200 
Average Annual Exchange Rate 

(Kwacha per U.S.$) 


--Zambia Trade and Aid 
Exports (f.a.s) 
Imports (c.i.f) 
Share of Zambia exports (%) 
Share of Zambia imports (%) 8 
Bilateral economic aid $7.2 


Principal U.S. exports (1988): Mining equipment and spare parts 
Principal U.S. imports (1988): Cobalt 


Notes: 

1. Apparent decline in 1986 due to Kwacha devaluation. The kwacha 
was revalued in 1987, and devalued again in 1988 and 1989. 

2. Excludes traditional agriculture. 

3. Excludes mining, (1973=100). 

4. Figures before debt relief. In May 1987 Zambia suspended debt 
payments. 


Sources: Monthly Digest of Statistics, Central Statistics Office, 
Report and Statement of Accounts, Bank of Zambia, International 
Financial Statistics Yearbook, IMF, U.S. Department of Commerce. 





Summary 


Zambia continues to face serious economic and financial 
difficulties despite record high copper prices and a bumper corn 
crop. These two major positive developments in 1988 only 
partially eased damage done by years of drought, low copper 
prices, and internal management problems which have contributed to 
rising unemployment, severe constraints on imports, and growing 
foreign debt. 


The economy posted mixed results in 1988. Real GDP expanded by 
2.7 percent, reversing a drop of 0.2 percent the year before. 

This expansion was not enough to counter the estimated 3.6 percent 
population growth, causing real GDP per capita to continue its 
decade-long decline. Zambia’s trade balance improved for the 
second straight year, primarily due to high copper prices. 
Unfortunately, the volume of copper production actually declined. 
Nonmineral exports did not show the growth that the government and 
others had hoped, and problems in the transport sector continued 
to plague the country. The agricultural sector grew substantially 
thanks to ideal weather conditions that produced a bumper corn 
crop. Manufacturing also continued the modest growth, expanding 
by 5 percent, that it has exhibited in recent years. The major 
problem remained the chronic shortage of foreign exchange. 


In May 1987, when it broke with the 2-year-old IMF-supported 
reform program, Zambia embarked on its own economic reform based 
on statist principles. But since late 1988, with a modest 
devaluation of the kwacha, the government has shown signs that it 
recognizes the need for more drastic reform. Recently, it has 
entered into discussions with both the World Bank and the IMF. 
Many hope that the talks will lead to rapprochement with these 
organizations and that any subsequent agreements will put Zambia 
back on the track towards sustainable economic growth. 


Several large fires in the energy sector and heavy flooding 
throughout the country have dampened hopes of continued economic 
growth in 1989. Although copper prices have remained high, it is 
expected that they will decline, depressing copper revenues and 
mining growth. Long-term prospects for the economy depend on 
economic reform. 


Despite these problems, there are still prospects for American 
business. The mines continue to import machinery, and expected 
increased investment in agriculture offers other sales 
opportunities. There are also potential investment niches, 
particularly in agriculture and tourisn. 


Part A - Current Economic Situation and Trends 
Zambia faces serious economic problems which include high 


inflation, serious unemployment, declining copper production, and 
a crippling shortage of foreign exchange. Its troubles began in 
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the mid-1970s when a series of adverse exogenous factors -- a fall 
in copper prices, petroleum price increases, and global inflation 
-- brought on a rapid deterioration in the country’s terms of 
trade. This was exacerbated by long periods of drought and the 
government’s failure to make real adjustments in the economy. The 
results have been serious imbalances in the external account, 
mounting budget deficits, and a long-term drop in investment and 
savings. Even including the modest growth since 1985, Zambia’s 
economy has essentially remained stagnant over the past decade. 
This weak performance, in the face of over 3 percent annual 
population growth, actually has reduced real GDP per capita by 25 
percent in the 1980s. 


Attempts at Economic Reform: In 1985, Zambia adopted a structural 
adjustment program, supported by the IMF, the World Bank, and 
bilateral donors. This reform program included the: (a) 
devaluation of the kwacha; (b) decontrol of prices and interest 
rates; (c) liberalization of imports; (d) reduced role of 
government in economic management; (e) restraint in public 
spending; and (f) privatization of state enterprises (which had 
come to control over three-fourths of the economy). Despite 
spotty implementation, the program stimulated modest real growth 
in the economy in both 1985 and 1986, reversing 3 years of 
decline. Strong pent-up demand for foreign exchange brought rapid 
devaluation of the highly overvalued kwacha. The government 
facilitated adjustments in the exchange rate by allocating foreign 
exchange through an auction system. The decontrol of prices led 


to increases in real earnings in agriculture and expanded crop 
production. 


The government, however, failed to curb inflation, primarily 
because continuing fiscal deficits required massive domestic 
borrowing and consequent increases in the money supply. In 1986 
the budget deficit was nearly 30 percent of GDP and the broad 
money supply expanded by over 90 percent. Moreover, many Zambians 
criticized the kwacha devaluation and blamed it for the rapid rise 
in the inflation rate. Although the reform program had been 
designed by Zambian planners, it was closely identified with the 
IMF, World Bank, and other foreign influences. Following riots in 
late 1986, associated with sharp price increases in cornmeal, the 
critics of reform gained ascendancy in the government. In May 
1987, Zambia abandoned the IMF-supported reform program and 
initiated another of its own design. 


Termed the "New Economic Reform Program," the new policy framework 
introduced a number of significant changes, all designed to bring 
more state control of the economy. Price controls were reimposed 
on basic products and ceilings were set on interest rates. The 
foreign exchange auction was abandoned in favor of a government 
board -- the Foreign Exchange Management Committee (FEMAC) -- to 
allocate foreign exchange. The rate was fixed at K8 per US$1, 
where it remained until November 1988 when it was devalued and 
fixed to roughly K10 per US$1. 





The government limited foreign debt service payments to 10 percent 
of net export earnings after the requirements for the mining 
sector, fertilizer and petroleum purchases, medical supplies, and 
the state-owned airline were met. This action forced the IMF and 
World Bank to suspend support, and led to a substantial reduction 
in the level of assistance from bilateral donors. The subsequent 
rapid build up of accumulated arrears has created a situation in 
which Zambian buyers must deal on a cash-only basis for 
international transactions. 


But despite an insistence on following its own program, Zambia 
has, since the beginning of the year, pursued discussions with 
both the IMF and the World Bank. On June 30, the government 
devalued the kwacha a further 60 percent (to K16 per US$1), 
decontrolled prices on all goods and services (except on corn 
meal), and called for postive interest rates. 


Modest Economic Growth: Several developments stimulated modest 
growth of 2.7 percent in 1988, enabling the government to claim 
some success for its new economic policies. First, world copper 
prices rose significantly during 1988. Accordingly, the mining 
sector, which had posted its first growth in years in 1987, grew 
an additional 4 percent in 1988. Second, good weather allowed 
Zambia to produce a bumper corn crop of over 1.8 million tons in 
1988. This showed up as an 8.2 percent expansion of the 
agricultural sector, reversing a decline of 2.2 percent a year 


earlier. Manufacturing grew for the fourth straight year, but is 
still severely hampered by the shortage of foreign exchange and 
operates at only 30-40 percent of capacity. 


Balance of Payments: Zambia’s trade balance improved for the 
second straight year in 1988. The value of exports increased 14 
percent in 1988, almost entirely because of high copper revenues. 
Nontraditional (nonmineral) exports also posted spot gains, but 
continued to account for less than 10 percent of all exports. 
Imports increased by 13 percent, but this was not enough to 
satisfy requirements for spare parts and raw materials for the 
industrial and agricultural sectors. The current account balance 
also improved, reflecting the larger trade surplus and continued 
limits on debt service. 


The one factor which continued to dominate the external sector was 
the shortage of foreign exchange. Since it embarked on its own 
reform scheme, Zambia has decided to manage foreign exchange as a 
"strategic reserve." It does this through the FEMAC, which meets 
biweekly to allocate available foreign exchange to applicants on 
the basis of set priorities. The demand for foreign exchange 
vastly exceeds the amount available at each FEMAC sitting. This 
shortage has had a dramatic impact on Zambia’s economy, 
restricting its ability to import crucial inputs and limiting the 
productive capacity of most sectors. 
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Mining: Copper dominates the economy, accounting for over 80 
percent of all foreign exchange earnings. Although revenues 
increased in 1988 for the second straight year, actual production 
decreased, to about 416,000 metric tons (mt), due to a lack of 
spare parts, mismanagement, and transportation problems. In fact, 
declining production has been a chronic problem throughout the 
decade as equipment and manpower skills have deteriorated. In an 
effort to increase production, Zambia Consolidated Copper Mines 
(ZCCM) is undergoing an extensive rehabilitation to cut labor 
costs and consolidate operations. Furthermore, ZCCM gets top 
priority for foreign exchange necessary to maintain production and 
replace outdated machinery. ZCCM aims for copper production at 
500,000 mt annually and is expecting to produce copper at that 
level for roughly 20 more years. 


There were mixed developments in other mining subsectors in 1988. 
Cobalt production and sales were up, rising from 4,300 mt in 1987 
to an estimated 4,800 mt in 1988. Cobalt production is expected 
to continue at or near 5,000 mt during the next few years. 
Small-scale mining of emeralds and other gemstones is estimated to 
have increased, although about 60 percent of emerald production is 
marketed through illegal channels. The government is attempting 
to control marketing and export of gemstones by offering 
concessions and cutting taxes. Finally, several prospectors have 
begun to examine the feasibility of exploiting new deposits of 
copper, nickel, iron, and other minerals. 


Agriculture: Agriculture is the main livelihood of the majority 
of Zambians, but the sector accounts for less than 15 percent of 
GDP and less than 5 percent of export earnings. Corn is the 

principal cash crop as well as the staple food. Other main crops 


are wheat, peanuts, soybeans, tobacco, cotton, paddy rice, sugar, 
and sunflower. 


The 1987/88 season saw near ideal rainfall, helping Zambia produce 
a bumper corn crop of 1.35 million mt and attain real agricultural 
growth of over 8 percent. Although the 1987/88 harvest far 
exceeded Zambia’s domestic consumption, there were no official 
corn exports. An undetermined amount was lost when transportation 
bottlenecks allowed some corn to rot in the fields. In addition, 
a thriving illicit cross-border trade moved a significant portion 
of the corn crop to neighboring countries (mainly Zaire). Many 
experts estimate as much as 30-40 percent of the corn crop left 
the country illegally in 1988. The government has taken steps to 


halt the smuggling and is holding talks with Zaire to regulate 
this trade. 


Since 1987, the government has moved to reverse policies which had 
favored urban consumers and stifled agricultural production. 
Although floor prices have been set for provincial cooperatives to 
purchase crops, prices for wheat, soybeans, and other crops have 
been decontrolled and buyers are allowed to purchase directly from 
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the farmers. Similarly, in the beginning of 1989, the government 
instituted a "coupon" system for urban dwellers to raise cornmeal 
prices and reduce the government subsidy. It is hoped that higher 
producer prices will stimulate agricultural production. 


The government has also encouraged the production of agricultural 
commodities for export to lessen the country’s dependence on the 
mining sector. Farmers who can export are entitled to benefit 
under a government policy which allows 50 percent retention of 
foreign exchange earnings. This should enable farmers to more 
easily purchase scarce inputs such as pesticides, spare parts, and 
fertilizer. Currently, there are a number of promising areas for 
agricultural exports. Several large-scale cotton export projects, 
as well as new ventures to ship fresh horticultural products by 


air to Europe, should strengthen the agricultural export picture 
in the future. 


Manufacturing: The manufacturing sector has generated roughly 25 
percent of total GDP in recent years, producing primarily for the 
domestic sector. Manufactured export possibilities are limited 
because domestic demand greatly exceeds production and because of 
distorted exchange rates. Exports which do take place (cement, 


molasses, copper cable, and grey cloth) account for less than 5 
percent of total exports. 


Although manufacturing has grown by 5 percent annually in real 
terms over the past few years, growth has been severely slowed by 
the foreign exchange shortage. Zambia’s manufacturing sector 
depends heavily --over 50 percent of inputs -- on imported raw 
materials, components, and equipment. Without sufficient foreign 
exchange, manufacturing firms are unable to acquire necessary 
inputs or replace outdated equipment. While capacity utilization 
increased from 42 to 45 percent during the period of the foreign 
exchange auction, it has declined steadily since the return of 
administrative allocation of foreign exchange under FEMAC. 


Government price controls and interest rate ceilings have also 
dampened manufacturing growth. Although they were imposed in 1987 
to cut inflation, these controls have led to market distortions, 
providing faulty signals to manufacturers and consumers. 
Consequently, the economy has been racked by periodic goods 
shortages and a reemergence of black market activities. 


Transport: As a landlocked country, Zambia is dependent on road 
and rail routes through Zimbabwe and Botswana to ports in South 
Africa and through Tanzania to the port of Dar es Salaam. While 
South African ports have handled much of Zambia’s trade in the 
past, the government has made a concerted effort to shift its 
trade to other ports. In March 1987, the Ministry of Mines stated 
that Zambia had ceased shipping copper through South Africa. 
Excluding petroleum (which comes by the Tazama pipeline from Dar 
es Salaam), nearly half of Zambia’s imports pass through Tanzania, 





which also handles roughly three-quarters of its exports. This 
has put an increased burden on the transport links through 
Tanzania. Unfortunately, operational and management problems 
along the Tazara Railway and chronic congestion at Dar present 


constant difficulties and account for significant losses of trade 
goods. 


Zambia’s transport infrastructure is extensive relative to most 
African countries, but maintenance has lagged behind requirements 
and much of the network is in need of repair. Additional pressure 
is put on Zambia’s rail and road system by trade flows from 
neighboring countries, mainly Zaire and Malawi, which transship 
through Zambia. Major efforts to rehabilitate and improve the 
transport infrastructure are under way. In the past year, funding 
from the African Development Bank and bilateral donors has gone 
towards repairing the road network, upgrading the Tazara railway 
(including the purchase of new locomotives), and rehabilitating 
the Tazama pipeline. 


Efforts to upgrade and expand transportation links have been seen 
in the air transport subsector as well. New air traffic control 
equipment was installed at the international airport in Lusaka in 
1988 while other parts of the airport are expected to be 
rehabilitated soon. As part of its long-term efforts to upgrade 
the fleet, Zambia Airways (ZA) acquired two ATR42 turbo prop 
aircraft and sold three ageing Boeing 707s. In the first half of 
1989, ZA expanded its routes, adding a weekly flight to Namibia 
and a second weekly flight to New York. A second airline, Mines 
Air, a subsidiary of ZCCM, began a thrice-daily service between 
Lusaka and the Copperbelt. 


Parastatals and the Private Sector: Since 1964, when Zambia 
nationalized many of its private companies, parastatal enterprises 
have dominated the economy through de facto monopolies. 

Currently, parastatals account for over 60 percent of Zambia’s GDP 
and over 90 percent of foreign exchange earnings. The vast 
majority of parastatals fall under one state-owned company, the 
Zambia Industrial and Mining Corporation Ltd. (ZIMCO). Its most 
important component is ZCCM, which is 60.3 percent owned by 

ZIMCO. In the energy sector ZIMCO controls TAZAMA Pipelines (67 
percent), Lublend Ltd. (51 percent), Indeni Petroleum Refinery (50 
percent), BP (50 percent), AGIP (50 percent), Maamba Collieries 
(100 percent), and Zambia Electricity Supply Corp. (100 percent). 
In the transport sector ZIMCO holds United Bus Company (100 
percent), Contract Haulage (100 percent), Zambia Airways (100 
percent), Zambia Railways (100 percent), and the Posts and 
Telecommunications Corp. (100 percent). Through its wholly owned 
subsidiary INDECO, ZIMCO also holds the nation’s only insurance 
company, its largest bank, most major hotels, and numerous 
agricultural and real estate ventures. 


Despite the dominance of the parastatals, there is a small private 
sector which plays a definite role in the economy. Private 
domestic and foreign firms are actively involved in retail, 





agriculture, and manufacturing. Furthermore, private foreign 
management expertise and investment have a minorty involvement in 
a number of parastatals. Although most multilateral and bilateral 
donors have encouraged an even greater role for the private sector 
as a key element to reform, the Government of Zambia is likely to 
continue its strong reliance on parastatals in the future. During 
the Fourth National Development Plan (FNDP) for 1989-93, the 
parastatal share of total investment is scheduled to grow from 
48.4 to 52 percent. While the share of private investment is also 
scheduled to grow, from 29.7 to 32 percent, it is clear that the 
parastatal sector will retain its dominant place in the economy. 


Investment Climate: The government encourages foreign investment 
that creates jobs and generates foreign exchange. The Investment 
Act of 1986 provides some incentives to rural-based, high domestic 
content, or export-oriented projects. Several foreign investors 
have taken advantage of this law, making investments in 
export-based commercial agricultural projects during the last 
three years. Several others are in the works, generally making 
use of the large pool of blocked local currency funds that can be 
made available for investment. In addition, the government allows 
exporters to retain 50 percent of foreign exchange earnings to 
service debt, acquire inputs, and remit dividends. Recently, some 
American firms have negotiated agreements that allow 100 percent 
foreign exchange retention. Although Zambian law allows for 
reasonable repatriation of dividends, the FEMAC generally does not 
approve repatriation except under the 50 percent retention 

scheme. Some dividends, however, have been externalized by 
American firms under debt-buyback discounting schemes. 


Outlook: Prospects for economic growth in the short term are not 
bright. Exessively heavy rains in February and fertilizer 
shortages have reduced corn yield estimates to roughly the level 
of the 1987/88 crop year. Moreover, a March 1989 fire seriously 
damaged Zambia’s largest hydroelectric plant; essential repairs 
will consume crucial foreign exchange reserves. Until repairs can 
be completed during the next year, Zambia will sacrifice further 
foreign exchange through lost electricity exports and increased 
power imports. Power shortages threaten to reduce production in 
the manufacturing, mining, and agricultural sectors. Finally, 
although copper prices have remained high, few believe current 
price levels can hold indefinitely. When copper prices eventually 


decline, copper revenues will fall, exacerbating Zambia’s foreign 
exchange shortage. 


One source of relief would come from a rapprochement with the IMF 
and the World Bank. An agreement with the world financial 
institutions could pave the way for an official debt rescheduling 
and might signal an increase in multilateral and bilateral 
assistance. This would ease Zambia’s foreign exchange situation 
while renewed availability of credit would facilitate an expansion 
of trade. Moreover, the domestic policy reforms that would be 
included in such a package would likely provide a basis for 





- 10 - 


sustaining economic growth. Although some attempts at fiscal 
discipline are evident, a much larger measure of fiscal and 
monetary discipline will be necessary if Zambia’s economy is to 
recover from its steady decline. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


The current state of Zambia’s economy makes trade with Zambia 
difficult. Because of commercial payment arrears, lines of credit 
are not widely available for general imports. However, an 
allocation from FEMAC normally ensures payment. Significant 
pent-up demand certainly exists in Zambia, but effective demand is 
severely constrained by the foreign exchange shortage. 


Furthermore, Zambia is currently under the provisions of the 
Brooke Amendment (Section 518) of the Foreign Assistance Act, 
which prohibits new economic assistance to countries that are more 
than one year in arrears. This greatly restricts the amount of 
funding by USAID and the Trade and Development Program (TDP), 
further limiting the money available to pay for U.S. goods and 
services. 


Although U.S.-Zambia trade declined in 1988, the United States 
continues to be an important supplier of mining and agricultural 
equipment to Zambia. The potential for American sales of mining 
equipment remains high, particularly while copper prices remain 
strong. Even when copper prices decline, ZCCM will continue to be 


allowed to retain a specified portion of its earnings to rebuild 
its stock of mining equipment and spare parts. Renewed interest 
in the agricultural sector has led to increased demand for 
irrigation equipment and farm machinery. Other products with the 
best prospects over the next few years will be food processing 
equipment and transport parts and equipment (particularly 
medium-to-large trucks and trailers). 


Annual trade events, such as the Zambia International Trade Fair 
and the Lusaka Agricultural and Commercial Show, offer 
opportunities to meet Zambian and regional business people, review 
competition, and test market receptivity to new product 

offerings. 


The U.S. Embassy in Lusaka (Independence and United Nations 
Avenues or P.O. Box 31617, Lusaka; telephone: 214911; telex: 
AMEMB ZA 41970) has three economic/commercial officers and a small 
Zambian commercial staff to aid American businesses in Zambia. 











